The Market Entry Strategy for Tomos Watkin Brewery

Executive summary

Tomos Watkin Brewery is a fast-growing global company specialized in selling of beverages including beers lagers and ales. It is currently evaluating possibilities for new markets around the world. This report aims at analyzing and providing information to the CEO of Tomos Watkin Brewery the possible global markets that they can exploit and the associated market entry options. The report consists of a brief introduction and background of Tomos Watkin Brewery and the objectives aim to be achieved by the report, the major findings on the potential global markets and the possible market entry mode. From this report, through a careful analysis of the barriers to entry and the possible entry mode strategies, Italy has been selected as the new market target for Tomos Watkin Brewery and this has been done after a comparison of the Italian industry with the beer industry in Germany, which was also considered as a viable and stable market.  The export strategy has been considered as the most ideal entry strategy for the company at the entry stage.
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Introduction

Background of Tomos Watkin Brewery

Opened in 1995 in Llandeilo, Carmarthenshire in Wales, the brewery company was started by Simon Buckley. It specializes in selling beverages including beers, ales, and lager. Examples of these beverages and lagers include Cwrw Haf, Cwrw Gaeaf, Cwrw Braf, Magic Lagyr, Cwrw Idris, and Taffy Apple Cider among others (Tomos Watkin, 2019). The company was acquired by Hurns Brewing Company which also specializes in distribution and wholesale of beer products in 2002 after it started to suffer economically. This company was the primary inheritance of Connie and her brother before they officially assimilated TWB. Located in the south of Wales, the company beers have been branded as ‘The Great Ales of Wales’ due to the fact that the company has incorporated its passion and pleasure of south Wales in their production. The company has some foreign success in the United States, China, and Spain where they exported their products to. 

Aims and Objectives

The fundamental focus of this study report is to suggest for Tomos Watkin Brewery with a feasible global market with strong benefits to establish entry and provide the necessary associated strategic plan of entry. The report will then provide the possible barriers to entry that may come up in the course of the company decisions and the possible actions to be undertaken in order to mitigate them.

Main Findings

Market analysis and selection

This report bases its selection of the ideal market based on the potential of success of the company in the beer industry of that country. The potentially selected countries that Tomos Watkin Brewery can establish market entry are Germany and Italy. They are both strong economies in Europe but provide different environments of operation (Bosáková et al., 2015). The best approach that can be used to compare the potentials of these markets is the Porter’s 5 forces which compares the viability of success in the beer market. This comparison is summarized below.

Table 1: Comparison of the Italian and German beer industries

	Force
	Italy 
	Germany

	Industry Rivalry
	Medium – This is because many of the alcoholic beverage companies in the country are those that deal with wine (Fastigi & Cavanaugh, 2017).
	High – Because Germany is home of some of the biggest beer brands such as Weihenstephan Hefe Weissbier and Erdinger Kristall (Moyle, 2018). 

	Bargaining power of suppliers
	Low – Because of the low number of beer making companies as compared to Germany thus getting a stable partner to supply to is challenging.
	High – There are over 5,000 beer brands in the country and as such, suppliers have different options regarding who they can supply their products to (Chambers, 2014).

	Bargaining power of buyers
	Medium – The relatively low number of beer brands in the country do not give consumers many options (Chen et al., 2017).
	High – There are many brands each fighting for a leading market share thus consumers have a higher bargaining power

	Threat of new entrants
	Medium to High – The industry is not crowded and as such, new entrants may not find challenges entering the industry.
	Low – The industry is already crowded with thousands of brands that range from premium to low-cost making it difficult for new brands to thrive (Moyle, 2018).

	Threat of substitutes
	High – Other alcoholic beverages such as wine are available for the population (Fastigi & Cavanaugh, 2017).
	Low- The German population had a high preference for beer over other alcoholic beverages.


Referring to the comparison that has been presented above, it is evident that the Italian industry provides a better chance for TWB to thrive as compared to the German market whose beer industry can be considered as mature. 

Analysis of Italy

One of the attributes that can be used in the analysis of the country is its population. The country’s population was estimated at close to 60 million as of 2019 (World Population Review, 2019). This relatively high population of the country provides opportunities for businesses intending to enter the market because of the associated potential customer base. The chart below shows the country’s population trend.

Fig. 1: Italy’s population between 2010 and 2018
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Source: Trading Economics (2018)

Another aspect that can be used in analyzing a target market is the economic freedom index, which the level to which the relevant institutions in the country protect the liberty of people and businesses to pursue activities that interest them economically and as such, contribute towards the country’s prosperity (Schmidt-Traub et al., 2017). For Italy, its economic freedom index is at 62.2 which above the world's average of 60.8 (Heritage.org, 2019). Clearly, this is advantageous for businesses that intend to enter the country because adverse government interventions in their operations are minimal. The figure below shows Italy’s freedom index.

Fig. 2: Italy’s economic freedom index
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Source: Heritage.org (2019)
In order to further understand the suitability of the country as a destination in which the business can be set up, a PESTEL analysis framework is used in the analysis of the country’s external business environment. The analysis established that the country is highly ideal as a market in which TWB can enter. The framework is as summarized below.

Table 2: Italy’s PESTEL analysis

	Factor 
	Effect

	Political factors 
	Political stability in a country determines the effectiveness with which businesses operate in it. Italy provides a relatively politically stable environment which is characterized by a stable democratic parliamentary system (Swinnen, 2017). This provides an ideal business environment for businesses such as TWB to thrive.

	Economic factors
	The economy of Italy is currently thriving and this is evident in different pointers that can be referred to. The interest rate, for instance, is 1.96%, which makes it friendly for businesses to borrow from financial institutions (Berning et al., 2017). 

	Social-cultural factors 
	The society is continuously becoming aware of the foods they eat and hence are picking a healthier lifestyle (Esposti et al., 2017). Specific to the alcoholic beverage industry, there is a growing number of people consuming them, providing an opportunity for TWB.

	Technological 
	There are a wide range of new technologies in Italy that have been developed to be used by businesses in different ways including product production and marketing (Swinnen, 2017).  


Entry mode strategy

Market entry choice should be based on a combination of ownership and investment intensity (Gellespie & Riddle, 2015). In the ownership dimension, the firm is evaluated if it has full control when entering a partnership. In investment intensity, a firm assesses if it is capable of having investments in economic activities commercial activities or administrative activities (Hohenthal et al., 2015). The most common methods used in market entry include exporting, licensing, franchising, turnkey projects, and foreign direct investment. Any company seeking to enter a new market needs to analyze and assess which method it will use to enter the market. These strategies can be categorized according to control level, the risk involved and the resource commitment. According to Griffin and Pustay (2013), entry mode selection is based on a trade-off of ownership, investment and the risk involved. Some of the main entry approaches are as summarized below.

Fig 3: Market entry strategies
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Source: Hohenthal et al. (2015).

Exporting

Exporting takes place when a company directly or indirectly sells its products and services to another country (Hohenthal et al., 2015). A company can have direct exporting where it directly sells its goods and services to a global market or it can have indirect exportation whereby it sells its products via a domestic export intermediary (Whetzel, 2014). The conditions that favor this mode include high production costs in the target country, high political risk, easy and accessible distribution channels, and limited sales potential in the target market (Fabling and Sanderson, 2013). However, this method has low-profit margins and less control.

Licensing and Franchising

According to Hill (2011), Licensing is an arrangement which involves two companies, a licensor, and a licensee, which engage in business together. The licensor company gives rights of their intangible property to the licensee company for a given period at a payable amount known as a royalty fee. Asarpota (2014) explains franchising as when a company (Franchisor) entitles the franchisee company to make use of its already existing complete business package to undergo its business operations under the same standards as a unit of the franchised chain. These two modes have the tendency of having a given company losing control over the quality of its products (Facos & Merino, 2017). Since Tomos Watkin Brewery will want to expand its market once it establishes an entry in Italy, this method of entry will not be feasible for it especially when it has to maintain its name, establish growth without the need of sharing its profits with another company and establish customer loyalty to its consumers.

Foreign Direct Investment

Foreign Direct investment is a major form of business globalization defined by an organization directly investingin facilities in a foreign country to produce or sell a product (Hill, 2011). This mode of entry can be achieved through a green field strategy, acquisition strategy, or the joint ventures strategy. The green field strategy is the process whereby a company expands its operations by building subsidiaries in foreign countries (Griffin and Pustay, 2013). The acquisition strategy is whereby a company acquires an existing company in the target country in order to facilitate its globalization strategies. Consequently, Joint venture is a form of FDI whereby the newly established firm in a foreign economy is jointly owned by two or more independent companies.

Choice of market entry strategy

As it has been described, when entering a new market a company will most likely be uncertain of which strategy to choose in order to establish entry (Chen et al., 2017). Factors such as political stability, market consumption patterns, economies of scale and scope and demands for the level of control will come into play when Tomos Watkin Brewery decides on the strategy for entry into the market. Given its experience from the United States, China, Spain, and Hong Kong it will be best if TWB adopts the exporting as the main form of globalization since it does not have much risk. With the uncertainty associated with the alcoholic beverage markets (Tennant & Bruyninckx, 2018), exporting will be the most suitable globalization strategy for the company in its early stages until it is able to have a large market share in any given market. This will be best approached by manufacturing products in the United Kingdom and shipping them to Italy for sale. 

Possible barriers

As is the case with many companies entering new territories, TWB is likely to face several barriers. One of these is in form of the stiff competition that is brought about by the brands that already exist in the market, which have already formed strong positions in the country. Another challenge lies in the cultural differences that may exist between Wales and Italy. This means the company needs to conform to the Italian culture in regards to its marketing efforts in order to thrive. There are also other logistical barriers that the company will have to deal with during the initial stages of entry such as getting clearance from the Italian authorities to run the business in the country. It will therefore be necessary to ensure that they are effectively dealt with. 

Conclusions

This report has presented an analysis of the main possible countries in for Tomos Watkin Brewery Company to invest in and it has made a selection of Italy over Gernmany as the most ideal target country for the company to export its products to after a careful analysis of the four widely used entry modes named in the report, the possible barriers of entry to be expected and how they can be dealt with. From the analysis, Italy has been chosen with the export mode of entry strategy due to the fact that the market for alcoholic beverages is highly uncertain and is often subject to dramatically change due to the variability in the consumption patterns. The motivation behind choosing Italy is that it has a higher population density of 192 per square kilometer as compared to the other countries such as France which has 111 per square kilometer thus providing assurance for a readily available market.
Recommendations

There are several recommendations that can be provided to TWB in order to enable it to be more successful in its venture to expand globally. 

For success of the market entry strategy of the company into Italy, Tomos Watkin Brewery needs to create a number of commercials that will help create awareness of their products once they enter the Italian market since many Italian consumers do not have the knowledge of beer, ales, and lager and thus their interests about the products are low.
The company should also familiarize itself with the local culture of individuals in the target countries and make the necessary adjustments that will make their products to be warmly welcomed. In addition, this should not change the flavor of the drinks since it needs to have that unique Welsh passion and pleasure in it.
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